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Dear Applmnt.

‘We have consndered your appli whon for reeognmon of exemptlon from federal income tax
! under section 501 (a) of the Intemal Revenue Code.as an organization described in section -:
501 (c)X6). Based on the lnformatlon submltted we have conduded that ‘you 'do not qualify. for

. exemptlon under that se ‘_'"en. ‘The basis for our conclusnon is' set forth below.

" The lnformatxon submltted mdlntes that yvou were mcorporated on ) .-
" under the laws of the State o NS as.a- Norprofit Mutual Benefit Corporation. :Your pool
Articles of lnoorporatlon state that: your spec:ﬁc purposes are: I

it ) (a) to develop guidelines for. a unique cerbﬁcahon mark to be used.on wine bottle labels s

denved from: grapes grown in|

I
reagh :
w ;: X j ..+ which carfification'mark shall.cerfify that the wine in such botles is produced and'
: {, | )
l (b) to take all necessary steb*' to profact, eucn oemﬁwbon mark mdudmg trademark
- and aiy utner reasonable legal. protechons. ! ‘

o (c) to collect appllcatlon and use fees from lndlvlduals or ﬁrms who'sell winé, produce
i, andderved-from grapes grown.in AR in oxchange for which you

. shall.grant to’ such individuals or firms, the right to.use: such certification mark on *the i

i . wine:bottles produced by such mdmduals or: fums and
(d) to market the oertlf mt:on mark to the wine mdustry and oonsumers

i ... Your bylaws state. that you shall have no Yohng members mthm the meamng of the

' Nonprofit: Corporatlon Law: Your Board of Directors may, in its discretion, admit, .
lndlvldual to.one; or. more classes of nonvoting members 'the dlass of classes shall have- sueh

, nghts -and oblnganons as-the Board finds, appropnate Your bylaws also provide that your. Board: :

. 1:of Directors shall consist:of at least. eight but not more than thirteen Directors. ‘At all times five'
t members of your Board shall represent individuals or firms who are-also then-current members

of the ——— two members shall represent individuals or.firms, whe

)
l
§-_L
!
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"+ I-not organized for profit arid'no part of the net eamings of which inures fo the benefit 6f any" . o :
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" 1. are also.then-current members of the i one member. .. . . -

.1":shall'be.a wine eonsumer or re resent a consumer roup and not be a member
i the N o or.the, B
. [ ’bylaws provide that if the number of your Directors is more than eight, the proportion of -
i representation.outlined in the previous sentence shall be' maintained. -

or affiliated with

"I your application, you state that-you are, deveioping a certification mark fo'be usedin: - ~_3 E

i , the labeling of wine'bgttlfei's to certify that'the wine is produced from grapes gown in:the Napa. .~ .
. l} Valley: Once the certification mark has been developed and protected by trademark and any. . :

‘labels. . You anticipate that your administration of this process will represent 25% of your . -
* operational budget, and approximately26%. of your resources will be used to market. the . N
certification mark to the industry-and customers, iApproxirmately 50% of your time will be spent ° o

. inspecting new applicants as well as Ppreviously certified producers to ensure that they are in :

: fact qualified to use the. certification mark. T i

.. You state in your application that you have been advanced:funds from the — :

1 N is order.to begin developing.your certification mark and that your future . :

. 't sourca:of financial suppoit will-be from'application fees and Use fees charged to qualifying °
. producers using the. certification mark. i Z i ' ' ;

, " i your fetter daiéd hy_ou state that-you are by your nature a nonprofit i EE e
P ' e - ot M N N < v O,
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Vi Youalse; ; ’ , ifying winery must be a member of arly - | .
-, organizat »orhave a‘particular ownership structure. Any.winery using grapesito™ ©.
.make its:wine can apply for use of your certification mark. Once 3 winery's product has been .
“Inspected and approved; a per-case Teg'is.charged to cover the cost of developing_the mark, ;...
~;+fraintaining its integrity, and promioting jt to the general putfie. As fme yoes nat and costs are
.:more accurately determinable; your fees will adjust accordingly as your intention is to charge
- . -enough fees to cover operating.and marketing cost. You state that you will not restrict theuse " : |
1 of the certification mark other thap: r_eg't;iiringf-mat—gr‘a_peg be used in order to quialify

, A labetfor certification. '+ . " T R T

ef.

..-Section 501(c)(6) of the Gade provides for the exemption from United-States federal ' |+ - |

* i Income tax of businéss-leagues, chambers of commerce, real-estate boards, or boards of trade;

. private shareholder or individual. .

Section 1.501(cX6)-1 of the Income Tax Regulations provides that a business league is
' .an association of persons having;some corimon business interest, the purpose of whichisto ™ -
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v tibusiness of a kind:Grdinafily carried on for a Profit, even though the business i conductedon g -

‘coopefative basis'or producés only sufficient income to be self-sustaining, is not a business -

* Rev. Rul. 70-80, 1970-1 C.B.130, hokds that a nonprofit trade association of LT

: ,ffnénufactUrérs whose principal.activity is the promotion of its members’ products under the

o 1 association’s registered trademark does:not,.qualify for exemption under section 501(c)6) of the .
T eCode. i The rév’enme:_mling:cb,ndUdes that the trademavk.is,promo_ted by the organization in 3. . ;

i T SSE N

.. L'way thatis-intended:to gj re:the members of the éssodatibn'.a.competiﬁve advantage over’ o
- :athers in.the same“ind'q's,_ty;by'gxmning;=m.super§of quality of the trademarked products. Thus :

- ‘the revenue ruling'holds. that the waderriark promotion is not directed to the improvement of
. business conditions :of the industry asia whole but is the performance of particular services for
k_.:members. : R AP H ) - .

AN

L - Rev. Rul. 73-41 1.. 1973-2 _C;B..l&o, in duseussmg the exem'pt: status of a sho:;;fping center . ::3

o ‘ merch‘antS' asso’dqtion_-'u_nder section 501(c)(6) ofithe Code, describes in detail the history of

* .. | benefits were declared to be incidental to the main purpose. of the'organization,

Based on the'.siatutpry'cbnstrd.ction‘of secbon 501 (cj(s) of the Code, itis'awell. -

-1 [established principle that section 501(c)(6) s intended to apply only to'membership : -
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For this reason, you fail 4 critical test of exemption under section 501(cX6).
. - +'Since you are structured along: particular industry ‘or business lines, your right to .
¢ exemption under section 501 (c)(8).of the Code, if any, must rest on your characterization as'a
. {-trade association or business league.. As explained in Rev. Rul: 73-411, supra, becausa you-
+". have no.members.and have no membership that'is voluntary ard open generally to all
~ businesses within your-line ‘of business or of the members of closely related fines of business-
" within.your industry in your community, you are not serving the. common business interests of
*.+ .. .members.. Thus, you are:lacking the essential element of representation of a line.of business Co-
o [ within the-meaning. of section 501(cX6). Your eight directors; despite-the proportion of their .. .
. Jepresentation;of the ‘ the o
s and-a wing consumer.or representative of a consumer group,.cannot provide: this .
t .+ -element Of repreésentation within the intendment of the revenue ruling. Thus You.are not ‘a trade
©:.} »-association.or businessleagué within the meaning of section-501(c)(6), which defines.trade -
| :associations or business leagties-as similar to chambers of commerce or boards of trade,: - . .. .
. .1 .except-that they serve only the common:business interests.of the members of a.single line of ~ - .- -
;- " businessior of the. members of: closely related lines of busintess within a single industry. - R

: 7. ~FErom the-information.you have:presented; you appearto be mostsimilartothe - - .

organization described'in‘ Rev.-Ril. 70-80, supra.. Your trademark cettification wii be premotéd. ..
by you:in.a way that is intended to give particular wineries a competitive advantage over-others.. ' . .
,in the same industry by. extolling the superior qualiity of the trademarked products. Thus your:
“trademark promotion is-not.directed to. the improvement of business conditions of the industry

' . }'as aiwhole but.is the performance,of particular sérvices for individual persons. The organization .

| described-in Rev: Rul. 70:80, supa, is distinguishable from the teyanizatid Giecissss i -

** |: American Plywood-Association v: United.States, supra. In the case before the court, the:.
-+ | advertising of the association tradgmark.was found to be of minor importance and only an * - -

| incidental- pat of the a‘d%rﬁ'shglﬁiatéﬁdplled the:advantages of the industry-product in general. . .
¢ «{"In the safme manner as the:organieation‘discussed in Rev. Rul. 70-80; your'trademark . - - -

1., certification is your. primary raéason for existence,and is the focal point for ali-of your activities.

- ':;-,Aééordingly,-for'me abqve;reasc_ms, you do nothial_‘ify for exemption as an organization .
- describéd.in section 501(c)(6) of the Code @ind you must file federal income tax retumns. - - L

‘,4

iy . _‘:Y;oi.x have ihé_ rigﬁt-.tb-pmtést this ruling if you befieve.itis incorrect.. To protest, you - . ° k
*should:submit a:statement of your views to this office, with a full explanation .of your reasoning.. - :

1 -~ This statement, signed.by one of your officers, must be Submitted within 30 days from the date -

.1 of this:letter. ~You also have a right to a conference in this office after your statement is- -, -
i submitted. You'mustrequest the conference, if you want one, when you file your protest - ’
o }_-statement. if you are to berepresented by someone who Is not one of your officers, that person
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wnll need to f‘ le a, proper power, of attomey and othenmse qualtfy under our Conference and

'Practnces Requnrements
: ! )

; If we do: not hear from. you mthm 30 days thns rulnng ‘will become finaland a copy wull be .
forwarded toithe Ohlo Tax;Exempt and Government Entities (TE/GE) office. - Thereafter any -

i' -

- |questions ‘about your federsl incortie tax status should be directed to that office, either by calling
'877-829—5500 (aitoll frée 'number) of sending oorrespondenoe to: Intemal Revenue Semoe .
TE/GE Customer Semce,lP 0.1Box 2508 Clncmnati OH 45201

;j When sendmg additional. letters to os with respect to thus czse you ‘will expedlte their '

recenpt by: usmg the follownng address:

Intemal. Revenue Service .- ,

T:EO: RA.T 2-CCH ' :
-+ * 1111 Constitution Avenue, N.W.
e (1750 PennsyiVama Avenue, NW)

L .Washmgton D.C:, 20224 |

1
o b
: %are shown i the headlng of thiis letter.
¥ .

x Smoerery yo‘urs‘,.‘

Joseph Chasin.

+ Acting Manager :
Exempt Organizations .-
"' Technical Group 2

lf you have any questxons please oontact the person whose name and telephone number
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